
 

Iowa Finance Authority Low-Income Housing Tax Credits 

ISSUE 

The Iowa Finance Authority annually accepts applications from developers proposing 
construction of multi-family low-income housing projects in Iowa.  Each year, applications 
exceed available funding.  The 1999 round of federal low-income tax credit awards were 
controversial, with the original awards withdrawn.  A new list of projects was approved in 
November.   

AFFECTED AGENCIES 

Iowa Finance Authority 

CODE AUTHORITY 

Section 16.1(40), Code of Iowa 
Section 16.52, Code of Iowa  

BACKGROUND 

The federal government allows each state to annually distribute federal tax credits for multi-
family, low-income housing construction.  Each year, Iowa is allowed to award tax credits to 
developers equal to $1.25 per Iowa resident, or approximately $3.6 million.  The amount may 
vary each year, depending on carry-over credits that were not awarded or used in the 
previous year.  The tax credits are effective for 10 years, so each year’s tax credit awards are 
valued at $36.0 million.  In Iowa, the awards are made by the Iowa Finance Authority since 
1987.1   

In March 1999, awards were made to 19 projects.  Three individuals who did not receive tax 
credits objected to the 1999 awards, alleging the Authority did not have sufficient rules in 
place to make the awards as required by statute.2  In July 1999, the Authority concluded the 
rules were not sufficient, withdrew the original 19 awards, and began developing new rules 
with which to award the 1999 tax credits.  In the Fall of 1999, the new rules became effective 

                                                      
1 SF 499, Low Income Housing Credits Act of 1987 
2 Sections 16.1(40) and 16.52(2), Code of Iowa 
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and developers were allowed to make amended  proposals.3  On November 10, the Authority Board 
awarded 1999 tax credits to 19 projects.  Of those 19 projects, 14 were in the original list selected in 
March, while five projects were not in the original list, and five projects selected in March were not 
selected in November.  See Attachment A.   

The projects approved in November will provide approximately $26.5 million in cash to be used to 
construct 604 low-income housing units in 19 Iowa communities.  The total cost of all projects will 
be $48.0 million, for an average cost of $79,400 per unit.  Of this amount, 71.4%, or $56,700 per 
unit, is from government funding sources. 

PROJECT FINANCING 

In most instances, the developer sells the tax credits to others, and uses the cash received from the 
sale to provide project financing.  The amount of cash received for the 10-year tax credit depends 
on the present value at the time of sale, which is dependant on interest rates.  The tax credits 
awarded in 1999 will have a present value equal to roughly 73.3% of the face value of the credits.  
For example, a tax credit awarded in 1999 of $100,000 has a face value of $1,000,000 over 10 
years and a cash value to the project of $720,000.  The developer uses that $720,000, in 
combination with other financial resources from government, nonprofit, and private sources to 
finance the construction of the project.   

In return for the tax credits, the developer agrees to rent a specified number of units to low-income 
persons for a specified number of years.  Low-income is defined as persons or families making 
60.0% or less of the median family income for the county.  The rent requirements run from 15 to 50 
years, depending on the project proposal.  The allowable rent, as established by the federal 
Department of Housing and Urban Development, is restricted to what is affordable to persons 
earning 60.0% of the median county income4.    

The project developer receives a fee which is included as a project cost. 5  For the 19 projects 
awarded credits in 1999, total developer fees were $5.2 million, or 10.9% of total project costs.  The 
developer may also profit from construction of the project if the developer is also the construction 
contractor.6  After construction is complete, the developer owns the project and may sell it, with the 
low-income rent requirements intact.  If the developer retains the property, the developer receives 
rent and ancillary income (laundry, parking, etc.) and is responsible for management, any unabated 
taxes, and upkeep. 

Attachment B shows the funding source breakdown for each project selected in the Fall 1999 
round.  The attachment shows the majority of projects rely not only on the tax credits for funding, 
but also on federal, state, and local financial assistance programs.  The following table summarizes 
the project funding information found in Attachment B. 

 

                                                      
3 The original rules (effective at least since 1990), were less than two pages and addressed only application 
procedures, not scoring procedures.  The new rules are more than 50 pages in length and apply only to the 
1999 awards.  The Authority will develop new rules for the tax credit awarded in 2000.  
4 Housing and utility cost of approximately one-third of gross income is considered affordable. 
5 The developer fee is limited to 15.0% of the cost of the project. 
6 Construction contractor profit is capped at 6.0% of construction costs. 
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1999 Low Income Tax Credit Project 
Funding 

(Dollars in millions.  May not add due to rounding.) 

                          Funding 
Source 

   
Amount 

 % of Total 
Project 

Cost 

Federal Tax Credits  $  26.5  55.3 

Federal Programs  6.4  13.4 

State/Local Incentives  1.3  2.7 

Non-Profit Organizations  1.7  1.7 

Private Lenders & Equity  12.0  25.1 

Total Cost  $  48.0  100.0 

Developer Fees  $    5.2  10.9 

 

For the purposes of creating Attachment B and the preceding table, the funding sources were 
categorized as follows: 
• Federal programs include the Home Investment Partnership (HOME) Program, Community Development Block 

Grants, and United States Department of Agriculture-Rural Development funds. 

• State and local incentives include tax increment financing, enterprise zone tax credits, tax abatements, and the Iowa 
Finance Authority Housing Assistance Fund. 

• Non-profit organizations include the Iowa Housing Corporation and the Federal Home Loan Bank. 

• Private lenders and equity includes private sector loans and contributions, owner equity, and deferred developer fees. 

BUDGET IMPACT 

Because the tax credits are federal, the method of distribution has little, if any, impact on State 
revenues or expenditures. 

 
STAFF CONTACT:  Jeff Robinson (Ext. 14614) 
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